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INDEPENDENT AUDITORS REPORT

To the Member and Board of Managers of

Hexagon Securities LLC

We have audited the accompanying statement of financial condition of Hexagon Securities LLC the Company as

of December 31 2010 This statement of financial condition is the responsibility of the Companys management Our

responsibility is to express an opinion on this statement of financial condition based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of America

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the

statement of financial condition is free of material misstatement An audit includes consideration of internal control

over financial reporting as basis for designing audit procedures that are appropriate in the circumstances but not for

the purpose of expressing an opinion on the effectiveness of the Companys internal control over financial reporting

Accordingly we express no such opinion An audit also includes examining on test basis evidence supporting the

amounts and disclosures in the statement of financial condition assessing the accounting principles used and

significant estimates made by management as well as evaluating the overall statement of financial condition

presentation We believe that our audit provides reasonable basis for our opinion

In our opinion the statement of financial condition referred to above presents fairly in all material respects the

financial position of Hexagon Securities LLC as of December 31 2010 in conformity with accounting principles

generally accepted in the United States of America

The accompanying financial statements have been prepared assuming that the Company will continue as going

concern As discussed in Note the Company for the year ended December31 2010 which was its first full year of

operations had net loss and used cash in operating activities which raise substantial doubt about its ability to

continue as going concern Managements plans in regard to these matters are also described in Note The

financial statements do not include any adjustments that might result from the outcome of this uncertainty

Roseland New Jersey

February 28 2011

An independonn firm associated with AGN International Ltd AGN



December 31 2010

ASSETS

Cash

Accounts receivable

Receivables from clearing brokers including

clearing deposits of $500000

Property and equipment net

Prepaid expenses

Due from related parties

LIABILITIES AND MEMBERS EQUITY

Liabilities

Accounts payable and accrued expenses

Members equity

209014

43513

549228

435762

75858

38667

1352042

454652

897390

1352042

URITIES LLC

CIAL CONDITION

See accompanying notes to financial statements



HAGON SECURITIES LLC

NOTES TO I9NANCIAL STATEMENTS

Nature of business and summary of significant accounting policies

Nature of Business

Hexagon Securities LLC the Company wholly owned subsidiary of Hexagon HoldCo LLC HoldCo is

limited liability company and was formed under the laws of Delaware The Company is an investment bank and

securities firm which integrates investment banking debt capital markets and sales trading and distribution

businesses while focusing on credit mortgage and structured product markets

The Company is registered broker-dealer with the Securities and Exchange Commission SEC and is member

of the Financial Industry Regulatory Authority FINRA

Basis of Presentation

The financial statements have been prepared in conformity with accounting principles generally accepted in the

United States of America GAAP

These financial statements were approved by management and available for issuance on February 28 2011

Subsequent events have been evaluated through this date

Restricted Cash

Restricted cash of approximately $102000 is included in cash in the accompanying statement of financial condition

and consists of an irrevocable letter of credit used as security deposit for the New York office lease The

restriction on the cash account was subsequently removed during January 2011

Property and Equipment

Property and equipment is stated at cost less accumulated depreciation and amortization The Company provides for

depreciation and amortization as follows

Estimated

Asset Useful Life Principal Method

Office equipment years Straight-line

Furniture and fixtures years Straight-line

Computer hardware years Straight-line

Leasehold improvements lease term Straight-line

Revenue and Expense Recognition from Securities Transactions

Securities transactions and the related revenues and expenses are recorded on the trade-date basis and unrealized

gains and losses are reflected in revenues



HEXAGON SECURITIES LLC

NOTES TO FINANCIAL STATEMENTS

Nature of business and summary of significant accounting policies continued

Investment Banking Revenues

Investment banking revenues are recorded in accordance with the terms of the investment banking agreements The

Company recognizes revenue at the time the services are provided Cash collected in advance of services provided

is recorded as deferred revenue

Share-Based Compensation

GAAP requires an entity to measure the cost of employee services received in exchange for share-based awards by

the grant date fair value of the awards The grant date fair value of employee share options and similar instruments is

estimated using an option-pricing model adjusted for unique characteristics of the share-based awards If share-

based award is modified after the grant date incremental compensation cost will be recognized in an amount equal to

the excess of the fair value of the modified award over the fair value of the original reward immediately before the

modification All share-based awards granted to employees are recognized as compensation expense over the

service period generally the vesting period in the financial statements based on their fair values GAAP requires an

estimate of future forfeitures which has an impact on share-based compensation expense

The Company estimates the fair value of membership awards and the impact of future forfeitures for its share-based

payments at the grant date The Company granted options to purchase 2.0% and 0.25% membership interest to

employees for the year ended December 31 2010 Significant assumptions used in the option-pricing model include

an estimate of the grant date market value of membership interest determined through an analysis of comparable

companies and risk free rate equivalent to 1.24% There was no material impact on the Companys statement of

operations or financial condition as of and for the year ended December31 2010

Income Taxes

The Company is single member limited
liability company and is treated as disregarded entity for federal and state

income tax purposes Accordingly there is no provision for federal and state income taxes as the net income or loss

of the Company is included in the income tax return of the sole member The Companys sole member is subject to

the New York City Unincorporated Business Tax UBT The liability associated with the UBT is principally the result

of the operations of the Company UBT is calculated using currently enacted tax laws and rates and is reflected on

the books of the Company in accordance with the provisions of the Income Taxes Topic of the Financial Accounting

Standards Board Accounting Standards Codification Topic This Topic requires the consolidated current and

deferred tax expense benefit for group that files consolidated tax return to be allocated among the members of

the group when those members issue separate financial statements

Management has determined that the Company had no uncertain tax positions that would require financial statement

recognition at December 31 2010 This determination will always be subject to ongoing evaluation as facts and

circumstances may require The Company remains subject to U.S federal and state income tax audits for all years

subsequent to 2008

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and

assumptions that affect the reported amounts of assets and liabilities at the date of the financial statements and the

reported amounts of revenues and expenses during the reporting period Actual results could differ from those

estimates



HEXAGON SECURITIES LLC

NOTES TO FINANCIAL STATEMENTS

Going concern

The financial statements have been prepared assuming the Company will continue as going concern The

Company had net loss and used cash in operating activities for the year ended December 31 2010 These

conditions raise substantial doubt about the Companys ability to continue as going concern

Managements near and long-term operating strategies focus on exploiting existing and potential competitive

advantages while eliminating or mitigating competitive disadvantages In response to current market conditions

and as part of its ongoing corporate strategy the Company is pursuing several initiatives such as obtaining

additional financing and has implemented aggressive cost cutting programs in particular the Company has

focused on reducing its fixed costs These initiatives are intended to increase liquidity and better position the

Company to compete under current market conditions In addition the members have made contributions to the

Company in prior years Accordingly the Companys ability to continue as going concern is dependent upon its

adherence to these goals as well as its ability to develop working capital and attain future profitable operations

The financial statements do not include any adjustments that might result from the outcome of this uncertainty

Property and equipment

Property and equipment consists of the following at December 31 2010

Office equipment 350289

Furniture and fixtures 142045

Computer hardware 113950

Leasehold impro.ements 79885

686169

Less accumulated depreciation and amortization 250407

435762

Depreciation and amortization expense amounted to approximately $162000 for the year ended December 31

2010



HEXAGOt4 SECURITIES LLC

NOTES TO ffINANCIAL STATEMENTS

Commitments and related party transactions

The Company entered into an office license agreement which expires in August 2012 whereby the Company will pay

monthly fee of approximately $29000 and 100% of the additional charges relating to the occupancy of the space
as defined by the agreement License fees pursuant to the office license agreement amounted to approximately

$406000 for the year ended December 31 2010

Aggregate future minimum rental payments are as follows

Year ending December 31

2011 350000

2012 233000

583000

Expense Reimbursements

Due from related parties consist of health insurance premiums due from members of HoldCo of approximately

$39000 at December 31 2010

The Company reimbursed related party for software license fees in the amount of approximately $95000 for the

year ended December31 2010

The Company received expense reimbursements for administrative services provided to an entity related by

common ownership in the amount of approximately $152000 for the year ended December 31 2010

Net capital requirement

The Company as member of FINRA is subject to the Securities and Exchange Commission Uniform Net Capital

Rule 15c3-1 This Rule requires the maintenance of minimum net capital and that the ratio of aggregate

indebtedness to net capital both as defined shall not exceed 15 to and that equity capital may not be withdrawn or

cash dividends paid if the resulting net capital ratio would exceed 10 to At December 31 2010 the Companys net

capital was approximately $202000 which was approximately $102000 in excess of its minimum net capital

requirement of $100000

Off-balance sheet risk

Pursuant to clearance agreements the Company introduces all of its securities transactions to clearing brokers on

fully-disclosed basis All of the customers money balances and long and short security positions are carried on the

books of the clearing brokers In accordance with the clearance agreements the Company has agreed to indemnify

the clearing brokers for losses if any which the clearing brokers may sustain from carrying securities transactions

introduced by the Company In accordance with industry practice and regulatory requirements the Company and the

clearing brokers monitor collateral on the customers accounts In addition the receivables from the clearing brokers

are pursuant to these clearance agreements and includes clearing deposit of $500000



HEXAGON8ECURITIES LLC

NOTES TO FINANCIAL STATEMENTS

Concentrations of credit risk

In the normal course of business the Companys customer activities involve the execution settlement and financing

of various customer securities transactions These activities may expose the Company to off-balance-sheet risk in

the event the customer or other broker is unable to fulfill its contracted obligations and the Company has to purchase

or sell the financial instrument underlying the contract at loss

The Company maintains its cash balances in various financial institutions in amounts which at times may exceed

federally insured limits The Company has not experienced any losses on these accounts and believes it is not

subject to any significant credit risk

The Company had revenue from three customers that accounted for approximately 84% of the Companys

investment banking revenues for the year ended December 31 2010

Income tax

The Company has available New York City net operating loss carry forward of approximately $2414000 at

December 31 2010 to offset future taxable income expiring in 2030

The Company recorded deferred tax asset for the tax effect of the New York City Unincorporated Business Tax

net operating loss carry forwards In recognition of the uncertainty regarding the ultimate amount of income tax

benefit to be derived the Company has recorded valuation allowance at December 31 2010 for the full amount

of the deferred tax asset

Contingencies

The Company is involved in claims and litigations incidental to its business The Company has not recorded loss

contingency liability
on any unsettled claims but due to the inherent uncertainty of litigation it is at least reasonably

possible that they may suffer loss An estimate of the possible loss or range of loss from an adverse result currently

cannot be reasonably made Management believes they have strong defense to these claims and plans to

vigorously defend them

10 Exemption from Rule 15c3-3

The Company is exempt from the Securities and Exchange Commission Rule 15c3-3 and therefore is not required

to maintain Special Reserve Bank Account for the Exclusive Benefit of Customers


